ABSTRACT
INTRODUCTION
he current wave of globalization is characterized by some developing countries reducing trade barriers, removing capital controls, and improving their economic environment by virtue of market reforms. According to Dollar and Kraay (2001) there were more open emerging economies during the 90's, as well as GDP per capita growth rates that exceeded those of rich countries, thereby igniting a process of convergence. This subset of developing countries is home to 3 billion people and includes densely populated countries such as China and India. On the contrary, the countries that have failed to become more globalized and to improve their investment climate (2 billion population) suffered negative per capita income growth.
Trade and growth are highly positively correlated. Although the cause and effect relation between trade and growth has not been fully clarified, much evidence suggests that greater trade stimulates higher growth rates. Lindert and Williamson (2001) indicate that: "The doubts that one can retain about each individual study threaten to block our view of the overall forest of evidence. Even though no one study can establish that openness to trade has unambiguously helped the representative Third World economy, the preponderance of the evidence supports this conclusion" (pp. 29-30). For evidence on growth induced by trade see Ades and Glaeser (1999) and Frankel and Romer (1999) .
Moreover, Parente and Prescott (2000) emphasize the importance of competition, which may be induced by trade, as a catalyst for growth. According to their view, the stock of usable knowledge has increased substantially since the Industrial Revolution, and when countries break monopoly barriers (that stifle the adoption of more efficient methods of production), they experience high growth rates. Moreover, the longer it takes the economy to break the barriers that prevent it from accessing the expanded stock of accumulated knowledge, the greater the growth rates initially endured. In general, countries achieving an annual income mark of $2,000 before 1950 took a median length of 45 years to double their income per capita level. In contrast, countries achieving $2,000 annual income after 1950 were able to double their income in a median length of 15 years.
Not surprisingly, to preclude the protection of vested interests to a particular production process, Parente and Prescott advocate free trade and the concomitant greater competition. "To promote competition, governments should T 46 foster free trade. The state needs to ensure that goods and services can move freely between regions inside its country's borders and between countries. International trade, thus, matters for development precisely because it is an important source of competition" [Parente and Prescott (2000) page 143] Finally, consistent with the hypothesis of growth induced by trade, the high growth rates endured by the more globalized developing economies indicate a cessation of people falling into poverty and has actually reduced the number of poor people. Accordingly, the number of people living on less than a dollar a day has fallen by approximately 200 million. [Bourguignon and Morrison (2001) and Chen and Ravallion (2001)] In stark contrast to this scenario of an increasingly more affluent world, the modern economic growth literature has characterized the Venezuelan economy as a growth disaster, Barro and Sala-i-Martin (2004) and Jones (2002) . Between 1960 and 2000 the Venezuelan economy suffered negative real per capita income growth of 0.2%. In the year 1960, Venezuela's income per capita was equivalent to 83% of U.S. income. In the year 2000, Venezuela's income per capita had declined to 46% of the U.S. Thus, the Venezuelan economy has been swimming against the overall world current. On average, the world has become more affluent, while the Venezuelan economy has become increasingly impoverished. The absence of prosperity and declining living standards during the last 40 years explains the current Venezuelan political and social crises.
The causes of income stagnation are varied, and there are no simple answers. Nonetheless, absences of the following institutions are notorious in the Venezuelan economy.

First, Rule of Law and protection of property rights.  Second, a simplified and non-confiscatory tax code.  Third, a privately based ownership structure of the country. This new ownership composition should be extended to major corporations, assets and even the subsoil.  Fourth, small government: efficiently providing a legal infrastructure and facilitating investment in human capital in the form of education and health.  Fifth, price stability: that is, low inflation to minimize the inflation tax.  Finally, low trade barriers to prevent Venezuela's ubiquitous inefficient industries whose presence suggests significant levels of rent-seeking activity.
This paper attempts to shed light on the Venezuelan stagnation conundrum by examining the cost consequences of not becoming a more globalized economy. Specifically, focusing on the curtailment of trade flows due to high trade barriers, (tariffs alone average 15%), this research project attempts to measure the welfare costs associated with the presence of tariffs in the most egregious industry cases of protection. High tariffs unnecessarily increase the cost of living to average citizens, therefore contributing to their impoverishment.
In the Venezuelan case, increased competition brought about by freer trade would contribute to break the cycle of stymied competitive forces induced by Venezuelan governmental policies. In other words, not only does the Venezuelan government not adequately promote competition among local producers; but also, the Venezuelan government is founder of the OPEC oil cartel. Hence, the Venezuelan government actively colludes with other oil producers to fix prices. Consequently, the government, in addition to creating an anti-competitive environment, has no moral authority to preclude monopolist practices.
The scope of this research is to estimate the static welfare benefits emanating from eliminating tariff trade barriers in some of the most conspicuously protected industries in Venezuela. The industries this paper examines are agriculture, textiles and apparel, automobile, and steel. The specific agricultural products studied are corn, rice, wheat, sugar, sorghum and milk. In steel, items investigated are flat products (hot roll, cold roll and coated), non-flat products (re-bars, bars, wire rod, light bearings, angles and wire mesh), semi-finished products (slabs and billets) and tubular products.
Considering that this investigation only measures static welfare costs, it understates the benefits to society from the adoption of unrestricted trade policies. Specifically, there is no attempt to measure the dynamic efficiency gains in the form of a more efficient allocation of resources engendered by a more competitive environment. In addition, this investigation does not account for welfare costs associated with non-tariff barriers such as sanitary permits, packaging, labeling, exchange controls and poor functioning of customs. Another limitation of this paper is that it relies on a partial equilibrium model contributing o impart a downward bias to welfare cost estimates. Additionally, this paper does not assess inefficiencies induced by rent-seeking activity (which tends to sprawl in the presence of trade barriers and substantial government officials' discretionary powers).
The major findings suggest the existence of significant costs to Venezuelan consumers due to high tariffs. Most probable case scenarios indicate that by eliminating tariffs, the gains to consumers per job lost (annual avg.) in textiles and apparel mount to $89,001. For agricultural products, the gains to consumers per job lost are of $85,384. Finally, in the steel industry and automobiles the magnitudes of gains to consumers per job lost are $144,617 and $1,096,714 respectively. To put these results in perspective consider that most workers in Venezuela are paid minimum wages. Adding other potential benefits derived from contractual labor agreements, these workers could earn an average of $3,000 annually.
The rest of the paper is organized as follows: The second section discusses the methodology employed and indicates data sources. The third section contains the major findings and the last section concludes the paper and includes policy recommendations.
METHODOLOGY Data Sources
Employment: Oficina Central de Estadística e Informática, (OCEI) a governmental agency was the employment source for textiles, apparel and steel. OCEI offers accurate estimates of the number of people employed in the aforementioned industries. For agricultural products, estimates had to be made from data on a 1997 census provided by the Venezuelan Department of Agriculture and Commerce.
Imports:
The data was provided by OCEI. The institute records physical volume and Cif amounts in local currency and dollars for all imports.
Domestic Production and Capacity Utilization:
For agricultural products, data was obtained from the Venezuelan Department of Production and Commerce and "Panorama de la Agricultura de America Latina y el Caribe", this is a study performed by Cepal. For textile and steel products, estimates were obtained from private associations (chambers) of steel and textiles producers.
Tariff: From official governmental publications containing nominal tariff barriers on imports. Figure A1 shows average tariffs during the nineties in Venezuela.
Elasticity estimates: Were obtained from prior studies conducted on developed and developing economies plus recent working papers. A full citation of these studies is contained in the reference section.
Empirical Methods
The methodology employed in this research computes a partial equilibrium model that simulates scenarios in which protection is eliminated. This methodological procedure also facilitates international comparisons among the countries that have been subject to this type of study. Hufbauer and Elliot (1994) the United States; Sazanami, Urata and Kawai (1995) Japan; Kim (1996) South Korea; Shuguang, Yansheng and Zhongxin (1998) China; and Messerlin (2001) Europe. This section draws substantially from these prior studies.
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The model is based on four key assumptions:

The domestic good and the imported good are imperfect substitutes.  The supply schedule for the imported good is flat (perfectly elastic).
The supply schedule for the domestic good is upwardly sloped (less than perfectly elastic).  All markets are perfectly competitive.
The static effects of removing a trade barrier (either a tariff or a quota) are illustrated in Figures 2.1 and 2.2. For example, elimination of a tariff lowers the price of the import in the domestic market from Pm to Pm' in Figure  2 .1. In Figure 2 .2, the decrease in the price of the imported good causes an inward shift in the demand curve for the domestic commodity from Dd to Dd'. This in turn leads to a decrease in the price of the domestic product from Pd to Pd'. Figure 2 .1, the decrease in the domestic price causes the demand schedule for the imported good to shift from Dm to Dm'. When equilibrium is restored, prices of both the imported good and the domestic good are lower. Output of the domestically produced good is also lower (by the difference between Qd and Qd'), and the quantity of imports is higher (by the difference between Qm and Qm').
Calculating The Welfare Effects Of Trade Barriers
The changes in prices and quantities due to trade liberalization result in a gain of consumer surplus, both in the import market and the domestic market. Part of the gain arises because consumers now pay less for a good than they paid when supply was restricted. In addition, some consumers (who previously were priced out of the market entirely) will now enter the market. The consumer surplus gain due to liberalization, however, is partially offset by a loss in producer surplus in the market for the domestic substitute, where prices and output both fall.
If the trade restraint took the form of a tariff, then the revenue lost by the government would also partially offset the consumer gain. If instead a quantitative restraint (QR) was used, liberalization would eliminate the quota rents that previously went either to domestic importers or foreign exporters, or some combination of the two, depending both on how the QR was allocated and on the economic power of the market participants (see Bergsten et al. 1987 ). Finally, there will be an efficiency gain because the trade restraint results in a misallocation of resources. Before liberalization, the wedge created between the domestic price of the import and the world price caused a transfer of resources toward production of the import substitute and away from other sectors where those resources could have been used more efficiently.
The methodology used to quantify these welfare effects is based on Morke and Tarr (1980) . Because the imported and domestic goods are imperfect substitutes, the total gain to consumers must be calculated as the sum of the consumer surplus gain in the two separate markets. Referring to Figure 2 .1, Morke and Tarr estimate that the consumer surplus gain from liberalization in the import market is approximated by the area bounded by points aceg. This method of estimating the consumer gain in the import market follows from the analysis of Burns (1973) on the measurement of consumer surplus and gives an average of the consumer gains calculated separately from the two demand curves. Using the old demand schedule, (Dm) the area marked acdg as the change in consumer surplus, while the new demand schedule (Dm') gives the area marked bcde. Line ce divides the area in half and gives the compromise consumer surplus change, area aceg. Area aceg can be estimated by adding rectangle acfg to triangle cef.
If the form of the protection is a tariff, the rectangular area acfg represents a transfer from the government to consumers in the form of lost tariff revenues, and may be estimated as:
The area of the triangle marked cef represents recovery of the deadweight efficiency loss, which may be estimated as:
If quantitative restraints are used, and if all previous quota rents have been captured by foreign exporters, then area acfg is recovered by the domestic economy from foreign interests. In that case, the consumer gain in the import market (the sum of rectangle acfg and triangle cef) will also equal the national welfare gain. If both tariffs and quotas are imposed, the tariff equivalent of the quota is assumed to be the difference between the total decline in the import price (Pm -Pm') and the price effect of the tariff.
Turning next to the domestic effects in Figure 2 .2, the consumer welfare gain from lower domestic prices may be approximated by the area marked swyz. Area swyz can be estimated by adding rectangle svyz and triangle vwy. This amounts to:
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In the domestic market, the consumer surplus gain is just offset by the producer surplus loss.
Model Implementation
In order to derive solutions for individual industries, a computable partial equilibrium model corresponding to Figures 2.1 and 2.2 was devised. The model assumes that supply and demand relationships are not linear in their absolute terms, but rather that they are linear in their logarithmic terms. This assumption enables the parameters associated with the price terms to be interpreted as elasticities.
The underlying domestic supply and demand functions are specified according to the equations: In equation 2.4, Edd is the own-price elasticity of demand for the domestic good, while Edm is the cross-price elasticity of demand for the domestic good with respect to the price of the imported good. In equation 2.5, Es is the own-price elasticity of supply of the domestic good. Because the domestic good and the imported good are imperfect substitutes in this model, equilibrium in the domestic market requires that domestic demand equal domestic supply (i.e., Qd = Qs).
Assuming that the supply of the import is perfectly elastic, the demand and supply equations in the import market are:
In equation 2.6, Emd is the cross-price elasticity of demand for the imported commodity with respect to the price of the domestic commodity, while Emm is the own-price elasticity of demand for the imported commodity. Equation 2.7 represents the assumption that the supply of the imported commodity is perfectly elastic, and that the world market CIF price, Pm', is therefore the same regardless of import quantity.
This system of supply and demand functions may be converted into a system of linear relationships by taking logarithms to the base e of equations 2.4 through 2.7: In the Venezuelan agricultural sector, importers face a price band that moves in opposite direction to the international price of commodities. The goal of the price band is to maintain constant prices of imported goods at a level that insulates domestic producers from foreign competition. Equations 2.8 through 2.11 are used to calculate the welfare effects of liberalization. The calculation involves six basic steps: first, equations 2.8 through 2.11 require estimation of the elasticity parameters and data on quantity and prices. Second, solve the system of equations to estimate the unobservable parameters, lna, lnb and lnc. Third, compute the new international price lnPm' after tariff elimination. Fourth, invoking the equilibrium condition lnQ d = lnQ s, find the post-liberalization domestic price as a function of the new import price. Fifth, substitute the new prices in equations 2.8 through 2.11 to yield the new domestic equilibrium quantities of imports and domestic output. Finally, the welfare effects of tariff changes are calculated using equations 2.1, 2.2 and 2.3. These calculations will allow the derivation of realistic conclusions on Venezuela's trade system efficiency and liberalization impacts. The case where a quota is eliminated is more complex. If the new quantity of imports (Qm') can be estimated, then from equation 2.10, lnPm' can be solved as a function of lnQm' (the new quantity of imports after removing the quota) and lnPd'. This is illustrated in equation 2.14 below:
Solving equations 2.13 and 2.14 simultaneously will yield the two new prices: lnPm' and lnPd'. These, in turn yield the output of the domestic commodity using equation 2.8. Once again, the comparative-static welfare effects of the change in protection may be estimated using the formulation described in equations 2.1, 2.2 and 2.3.
Computing Elasticities of Demand and Supply
Values for some of the elasticity parameters needed for the model are not available in the referenced literature. Estimates of cross-price elasticities, in particular, are rare. As outlined below, assumptions about the relationships among the parameters have been made as necessary to estimate unknown parameters based on the values that are available.
In some cases, an estimate of the price elasticity of aggregate demand for imports and the domestic good combined is available, while separate estimates for the two own-price elasticities of demand are not known. In order to facilitate computation, it is assumed that the demand structure is of the "constant elasticity of substitution" (CES) form. If the elasticity of substitution between the two commodities is available, or can be estimated, estimates of the own-price-elasticities of demand may be derived using the following equations:
where, Edt = price elasticity of total demand, s = elasticity of substitution between the domestic and imported goods (with both defined to be positive), Sd is the share by value of the domestic product in consumption, and Sm is the share by value of imports in consumption (see Tarr 1990 , 262, equation 16).
Following a methodology developed by David Tarr (1990, 262, equation 17) , if these own-price elasticities of demand and the elasticity of aggregate demand are known, the cross price elasticities in the CES case may be calculated from:
An alternative methodology has been developed by Rouslang and Suomela (1985, 85) . In many cases, the elasticity of aggregate demand is not available, but estimates of one or both of the own-price elasticities of demand are available in the literature. Using the Rousslang-Suomela method, the cross-price elasticities may be derived as follows:
where, Vd is the value of domestic production, and Vm is the value of imports, c.i.f., duty-paid. These approximations assume there is little difference between the measured own-price elasticities of demand and the underlying compensated own-price elasticities, which would reflect the responsiveness of demand changes to relative price changes if consumers were compensated (or taxed) to offset the change in real incomes that result from the price change itself (Rousslang and Parker 1984) and (Rousslang and Suomela 1985).
Finally, in many cases, the elasticity of supply also is not known. If a plausible value for the coefficient of price response (Pd -Pd')/(Pm -Pm') can be determined, then the elasticity of supply for the domestic good may be estimated by:
where, is the coefficient of price response (Cline 1990, 362, equation 19) .
Compas Modeling
The calculations of the mathematical model described previously were accomplished using two different programs: the Compas Files and an MS Excel spreadsheet based on Hufbauer and Elliot (1994) . Compas is a standard computational tool developed by Joseph Francois and Keith Hall and is frequently used by the United States International Trade Commission (USITC). Results contained on Table 3 .1 suggest the presence of substantial costs to consumers due to the presence of trade barriers in the form of tariffs. Most workers examined in the Venezuelan industries earn less than $5,000 annually. Considering that gains to consumers per job lost due to liberalization averages $161,319, the benefits are large enough to compensate workers who lose their jobs. These results indicate the handiness of implementing trade adjustment mechanisms aimed at minimizing hardships associated with job losses due to free trade. In addition, the existence of compensating mechanisms would contribute to alleviate resistance to the adoption of free trade policies.
RESULTS
Documented welfare losses also suggest the presence of substantial misallocation of resources, which tend to retard growth of GDP. This perception is supported by additional information, contained in the Appendix, from the agricultural products investigated. Figure A2 shows that Venezuela's productivity in corn, rice and sorghum is substantially lower than in other parts of the world, including Latin America. In corn, specifically, Venezuela's productivity (measured in kilograms per hectare) is less than a third of Latin America's most productive country, and is slightly above one tenth of the best of the world. In rice and sorghum, Venezuela's productivity lags substantially behind the best of Latin America and is less than half of the world's best. In milk, Venezuela's productivity is less than two thirds of the best in Latin America and slightly above one fifth of the best of the world. Productivity in the agricultural products studied is not only low compared to other countries, but is basically without trend. Figure A3 shows stagnant productivity during the nineties for corn, rice, and sorghum. Moreover, Figure A4 contains substantial differences between domestic and international prices. Internal prices paid by producers, users of these inputs, are 73% to 118% higher than international prices. Higher input price lessens competitiveness of manufacturing companies and induces increased prices to consumers. Figure A5 indicates that Venezuela's per capita trade is low compared to other Latin American countries and the world average. This outcome is partly the consequence of ill-conceived policies of food security, which in essence promotes isolationist policies under the banner of reducing food dependency.
Finally, this paper underestimates benefits from free trade because dynamic efficiencies stemming from the elimination of trade barriers are not measured. In other words, trade liberalization causes less efficient firms to perish; and freed resources are allocated to higher valued uses, increasing society's welfare and possibly creating more stable jobs.
CONCLUSIONS
Over the last 40 years, the world has increasingly become more globalized and wealthy. At the root of less world poverty is an acceleration of the growth rate of real income per capita. Evidence suggests that higher volumes of trade account partially for an increased growth rate.
The Venezuelan economy exhibits an anomalous behavior relative to the rest of the world. Over the last 40 years, real per capita income has experienced on average negative growth on a per capita basis of 0.2%. Although causes for this dismal performance are multiple, this paper posits that greater levels of unimpeded trade should contribute to reverse Venezuela's negative growth tendency. Nonetheless, greater opening of the Venezuelan economy should occur gradually and unilaterally after undergoing a process of increased stability. This paper documents substantial costs to consumers spawned by the presence of trade restrictions. Consumer gain per job lost in various industries range from $48,644 (sugar) to $1,096,714 (automobile). These results are better ascertained by taking into account that most workers are paid minimum wage in Venezuela and that these wages amount to less than $5,000 annual income. This evidence suggests significant misallocation of resources that may retard the growth process. 
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